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THE VALUE OF LABOR IN RELATION TO 
ECONOMIC THEORY.* 

In economical inquiries, tlie term "labor" is confined 
to continuous human exertion, for the procuring of wealth, 
under social rules. It does not include mere exercise, or 
venting of passion, or expression of spiritual wants, or any 
(even the most toilsome) form of fraud and violence. 
On the side of feeling, it usually begins in pleasure, and 
passes gradually into pain. In Fourier's ideal society, the 
work was to be so varied that the pleasure should never 
pall; but, in things as they are, the pleasure is not the 
prominent feature, for the labor is usually prolonged very 
far into its painful stages. Especially by those called em- 
phatically "laborers," it is valued not for what it is, but 
for what it brings (the toilsomeness being set against the 
gains of it), and not as a bringer of pleasure so much as 

* This paper was read before Section P of the British Association for the 
Adyancement of Science, at Leeds, September, 1890. 
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a preventer of pain, the pain of privation. Briefly, it is 
valued as the means of living ; and it may become so in 
three different ways : — 

(1) Where (as on a Western farm in America) men 
literally live on the produce of their own labor ; 

(2) Where (as frequently in every country) indepen- 
dent workmen live by the sale of the produce of their own 
labor ; and 

(3) (As in most instances) where men live by working 
for wagen. Work for wages is not a universal and neces- 
sary factor of all human economy as practised on this 
planet. It is rather one of the relations described by Mill, 
in the Preliminary Remarks to his Political Economy, as 
not necessarily arising at all, but, if arising, attended (like 
any physical causes) by a train of necessary effects. At 
present, wages-earning is so general a phenomenon that, 
when economists reason purely from the facts of indepen- 
dent labor (in "Robinsonades"), they reason from a type 
that is exceptional,* and leave us with a sense of unre- 
ality. 

Now, the value of the labor of the wages-earner to him- 
self — as the means of living — cannot be fully considered 
apart from its value to the employer as a means of pro- 
duction. The employer values it by what he expects to 
get from it. What he buys from the laborer is not the 
opus oj)eratuin, but the operatio, — not the thing made, but 
the labor of making it. Professor Sidgwick, indeed, de- 
scribes wages as a case of purchase, " purcliase of the result 
of a week's labor " (^Political Economy, p. 318) ; but he 
himself notes the difference between remuneration for work 
of any kind and the gains obtained from mere ownership 
(p. 321). Inter alia, we may note that men employed in 
profitless work, like the sinking of a shaft for coal in the 
wrong place, must get their wages, although their work is 

* Even in Adam Smith's time tlie proportion of independent to hired labor 
was only as 1 to 20. Wealth of Nations (MeCulloeh's ed.), P- 30. 
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unsuccessful. The distinction between payment for the 
labor and payment for its result is not due merely to 
division of labor. It is a difference in the method of 
adjusting the joint production and settling the conditions 
of collaboration. If a man makes stockings at home for 
sale, his labor is called " independent " : it is a case of 
ordinary purchase and sale, and the returns he gets are 
like the returns to any trader. JHe depends directly 
on the price of the article made : the worker for wages 
depends only on it indirectly. The first meaning of 
"wage" was (as in French gage) pledge or stipulation. 
The essence of work for wages is that some one other 
than the laborer is owner of the goods made, and is the 
seller of them and gets their price, while he pays the la- 
borer a stated or stipulated sum * for his labors in making 
the articles for him. The situation of independent laborers 
is no doubt very often much worse than that of earners of 
wages ; but the difference of the two relations is (I think) 
distinctly marked, on whichever side the advantage lies 
in regard to well-being. It is the latter of the two that 
will be specially considered here. 

Keeping to the employer's point of view, we inquire 
whether the labor which he hires for wages is simply on 
the same footing as any other " commodity " which the 
employer uses in his apparatus for production. The an- 
swer is that free labor, though roundly described as a 
commodity (by Adam Smith and Burke, for example), is 
not a commodity in the same sense as (1) raw materials, 
(2) machinery, (3) live stock, or (4) slave labor. 

It is like the first (raw materials or consumable goods) 
in tliis particular, — that, when made a means of produc- 
tion, it usually admits of a variety of uses,f and in the 

*The essence of wages is that they are stipulated beforehand. Walker, 
Wages Question, p. 270. 

t Professor Edgeworth has well shown, in criticism of Dr. Bohm-Bawerk 
(Positive Theorie, p. 408), that this feature is not peculiar to lahor. Academy, 
i May, 1889. 
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hands of business men of normal shrewdness is turned at 
any given time to the purpose most profitable at that time. 
Like consumable goods, " Millions of men can be converted 
into wealth by proper management." But, unlike raw 
cotton, iron, or wood, the labor of men is one of the 
active elements in the process of production, and has 
from this point of view more analogy to the work done by 
machinery. Both are valued for what they bring ; and, 
unlike the machine, the laborer, when he ceases to be 
profitable, can be dismissed without becoming (to the 
employer} a positive loss. If we compare him to a horse, 
however, we go a step nearer the reality. The very in- 
separableness of the service from the corpus of the server 
(remarked by Brentano as distinctive of labor) finds 
analogy here. The horse working on a farm or a factory 
must on business principles make enough to repay his 
food and lodging ; and his " wages " are thus in a sense 
dependent on the produce of his work, though at first 
advanced out of produce already in possession of his em- 
ployer.* 

So it is with laborers. The employer will not pay more 
wages than he thinks it worth his while to pay, and he 
will pay less if he can. The expensiveness of a laborer's 
training is nothing to him ; and he pays him out of the 
product only in the sense in which he pays his horse out 
of it. There is as much reason under this analogy for 
speaking of a horse-keeping fund as of a wages fund. 
Even slaves are simply a clever and useful live stock. 
By American law before the war, they were simply 
chattels. They have all the advantages and all the 
drawbacks of complete dependence. Their defects, as de- 
tailed, for example, in Cairnes' book on the Slave Power, 
are not different in principle from those of any other 

•Senior calls working cattle or horses " animated machines": they have 
the drawback, he says, of consuming what might have fed men. Eate of 
Wages, p. 44. 
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live stock. The position of free men is, on the contrary, 
unique and sui i/eneris. Emancipation is a fact from 
which we may not abstract ; and it weakens all the pre- 
vious analogies. It involves, among other things, the 
possibility of a short service system, where either party 
is free to get rid of the other when he thinks their existing 
relations unprofitable for him. This is the relation of 
wages-earner and employer ; and the implied power of 
the wages-earner to mutiny or desert is really the germ 
of all improvement in his condition. Of his own free 
will he binds himself to work for another man on terms 
fixed before the work is begun. But in this, as in all 
other bargains, there may be such weakness on one side 
that the freedom of contract is merely nominal, and 
there is no alternative but to sell or starve. Such is, 
in fact, the lowest form of wages-earning. The laborer 
is dependent through his poverty. He has no reserves, 
and lives only by what he can get from day to day. We 
have an instance as old as the books of Moses : "The 
wages of him that is hired shall not abide with thee all 
night iintil the morning " (Lev. xix. 13) ; and in our own 
time wages in London docks are still paid by the day. 
The laborer is dependent through his ignorance, which 
would itself prevent him (if his poverty did not) from 
taking occasion by the hand and exercising any option* 
in regard to his employment. The competition is all on 
one side ; and, if his services are a commodity, they are 
one which the sellers are known to be anxious to sell at 
any price that will save from starvation. 

When combination gives the workman a real power of 
choice, or at least of holding out and not depending on 
this day's earnings for to-morrow's food, then his labor 
becomes more really like a commodity sold under effec- 

*See Loria, Proprietil Capitalista, i. 120. Of course the "option" might 
be only between work and workhouse. 



142 QUARTERLY JOURNAL OF ECONOMICS 

tive two-sided competition, by sellers who are in a posi- 
tion to "higgle," and who can have their word to say 
in the fixing of the price.* The power of laborers' com- 
binations may become even greater (especially among 
skilled laborers) than the power of employers;! and in 
this case we have probably a higher kind of wages-earning 
than that of hired managers, whose position is usually 
counted the highest. Such managers are paid, say by 
a joint stock company, a stated salary, like ordinary 
workmen, and (like them) are not owners of the business 
they work for or sharers in its profits, or even sharers 
in its losses, except in so far as, like the workmen, if 
the business fail, they lose their situation. They would 
be employers if they could, and want only the capital 
and opportunities. When business was simply or mainly 
execution of orders given in advance of the work done, 
and not, as it largely is now, anticipation and courting 
of a market, then it was comparatively easy for workmen 
to become managers, employers, and even owners of 
the business they worked for. But in our time the 
labor of management has to be learned, like any skilled 
artisan's trade ; and, if it has not a specific product of 
its own,J it involves at least a specific faculty, improvable 
by training. We think of it in connection with employ- 
ers rather than with workmen, because it is only the 
men who have been associated with capitalists that are 
likely to be in a position to learn the conduct of a busi- 
ness. Nowadays the farm laborer can hardly hope to 
be a farmer. On the other hand, the hired manager may 
hoi»e with borrowed capital to become his own manager, 

* See Brentano, Arheiterverhaltnisse im heutigen Recht, pp. 145, 293. 
i The latter are more tempted to make a separate peace. Brentano, 1.39. 
Witness the issue of the coal strike in Marcli, 1800. Cf. also Samuda's 
evidence. Trades Union Commission, liS(i7-G9. "The men are, in fact, masters 
of tlie situation," 1()712. Cf. ibid., Williams, 9SG0. 

t See Macvane-Walker controversy. Quarterly Journal of Economics, 1887-88. 
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as, contrariwise, most of us know instances where a man 
unsuccessful in business for himself has subsided into the 
position of hired manager for another. When the pro- 
prietor of a business is his own manager, the wages of 
superintendence are difficult to distinguish from his prof- 
its. A part of his gains would have been a manager's 
salary if he had hired a manager, but we have to allow 
for the additional stimulus to efficient labor that acts on 
the owner as distinguished from the hireling ; and we 
can only separate the profits of the business clearly from 
the wages of its management when the latter are specified, 
as in the case of a bailiff on a farm, or of a railway or 
bank manager. We shall then still be dealing with a 
case of wages-earning, and keeping to the problem now 
before us. 

The problem before us is the relation of wages as part 
of the employer's cost to the market value of his article. 
Is there a discoverable relation between the rate of wages 
and the price of goods? 

The problem would be easier if we had been free to 
assume that the wages of labor were exactly on the same 
footing as the price of materials or live stock. All em- 
ployers, if they are good men of business, will pay nearly 
the same price for their materials and stock ; and, if the 
said price were permanently to rise, they might need to 
restrict their business unless the price of their articles rose 
too, except in the cases where they were bound by circum- 
stances to force a sale rather than restrict, and where (as 
ill the case of joint stock companies) they might go on pro- 
ducing for a long time at a loss. But, if we looked at an 
employer's accounts, we should find that (1) the wages bill 
was often the largest part of the expenses ; * (2) wages on 
the whole (so far as rates, though not so far as total 
amounts were concerned) vaiied less in short periods than 

*See Appendix. 
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materials ; * and (3) that in different places, when we 
compared the employers of one place with those of an- 
other, the rates of wages very often differed. This last 
circumstance points to a fact which supplements the pre- 
vious reasons for refusing to labor the name of commod- 
ity ; and that is that there is no market for labor in the 
sense for which there is a market for commodities.^ 

The price, say, of raw cotton would depend on the 
quantity brought to market or expected to come there, 
compared with the urgency of the wants of the people 
who can afford to buy it. For the last fifty years or so 
for large numbers of goods there has been practically one 
market, extending in our time by the telegraph over the 
civilized world. The state of the supplies is known; and, 
as a rule, mistakes of buyers and sellers, due to ignorance 
of facts, cannot be far-reaching. The units considered are 
identical. The few specified qualities and grades being 
known, the number or ticket describes them adequately, 
from whatever end of the earth they come. There is a 
market for goods, not merely in the sense of a local assem- 
blage of traders, but in the sense of an almost cosmopoli- 
tan community of information and dealing. But there is 
no such market for labor. The article "labor" is not, 
from the employer's point of view, identical over the world, 
but differs with the races of the world. Quite apart from 
differences of skilled laborers from unskilled, which there 
is no space to consider here, it is clear that men, as such, 
are not identical units ; nor are wages identical, when fig- 
ures are so. And, even if men were identical units, men 
are less easily transportable than goods. Apart from finan- 
cial and physical hindrances, there is an obstacle to move- 
ment of a mental and moral nature. Men do not care to 

* E.g., copper in 1887-90 ; iron in 1889-90. Of the increase in the expenses of 
tlie Brighton & South Coast Eailway for the half-year ending June, 1890, 
£15,000 out of £40,000 had been due to the increased price of coal, and £12,000^ 
to increased wages. See Standard (London), 24 July, 1890. 

t See Brentano, Arheiterverhdltnissc, pp. 281, 282. 
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leave their relatives or their friends, their coiintry, or even 
their own part of the country. " Of all sorts of luggage, 
they are the most difficult to be transported." They are 
perishable goods, as cattle are ; and they are of slow growth. 
And a demand for them, as for cattle and timber, may 
need to wait some little time for its supply; and, when 
they are in excess they are like a railway made where it 
is not wanted,* and still remaining a source of expense for 
fixed charges. Of such goods there can seldom be a cos 
mopolitan, in fact not always a national, market. How 
little even two closely related countries, like India and 
England, know of each other's labor and wages may be 
seen from the Report and Evidence of the Commission on 
Depression of Trade, 1885-86 (see, e.;/., answers 4307, 4311, 
6187, 4971). The supply of labor is not adapted to the 
demand in proportion to the entire stock available, even 
within a single country .f No doubt skilled workmen are 
coming more and more to know what their fellows are 
earning. But the profits of the employers, except where 
thej'' are joint stock companies declaring dividends, are 
kept secret ; and there is no such openness as in the market 
for goods, where the two parties to a bargain are in this 
way far more nearly on equal terms. To compare wages 
with prices of goods is to compare products that have an 
international market with a certain kind of means of pro- 
duction that has only its varying local markets. The bar- 
gain of wages is one in which it might plausibly be con- 
tended that the exceptions are the rule. There is no case 
where it seems so difficult for political economy to dis- 
cover general laws. Yet, if there were no general laws 
of wages, business would be more a matter of chance and 
less of calculation than it is actually known to be. The 
question before us need not, therefore, be deemed insol- 
uble at the outset. 

*Hadley, Railroad Transportation, pp. 77, 79. 

t Hence even theories like Dr. Bohm-Bawerk's are too abstract. 
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It is nominal and not real wages that enter into the 
calculations of the employer. The value of the labor to 
him depends mainly * on the price he expects to get for 
the article which the laborer has been helping him to 
make ; and the wages cannot permanently exceed what 
the laborer is calciilated to be contributing towards that 
final result. How far can the laborer's contribution be so 
exactly estimated that his retribution can be made to bear 
a definite relation to it ? 

By the theory of the Wages Fund (which may fairly 
be described as the orthodox English theory from about 
1825 1 to about 1870), the relation was supposed to be 
determined indirectly by a general law, which fixed the 
amount that could and would be advanced out of capital 
for payment of wages at a given time and under given 
conditions of industry. It was a " predetermined amount," 
and eould have heen neither more nor less than it actually 
was. We may take, as an extreme opposite, the theory 
that there is no general rate of wages, J and that the only 
law is that particular application of self-interest (specific 
and peculiar in its operation to each individual case) 
which causes the several workmen employed by a par- 
ticular master to receive that retribution, and no more, 
which makes it worth the employer's while to employ 
them. Between these two extremes of absolute generality 
and absolute concreteness there are, of course, middle 
courses proposed, not necessarily true because they are 
middle. 

* Other elements, waste and delay, etc., are noticed by Walker, Wages 
Question^ p. iS. 

t Tlie date of JI<;Culloch's article on Political Economy in the Encyclopae- 
dia Britauiiica. 

i " I believe there is no such thing- as a general rate, bnt every one is paid 
according to what he contributes to the general indnstry." Jevons, Letters 
anil Journal, ji. 271. Cf. Political Economy, iv. 1()5 (3d edition), "Labor is 
eK-i.;ntially variable,'" etc. Cf. 2()7. Cliffe Leslie's denial of general law is 
made from quite another point of view. 
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The theory of a wages fund has had scant justice in 
recent years. Mr. Francis D. Longe's Refutation of the 
Wage-fund Theory of Modern Political Economy (1866), 
addressed to Mill and Fawcett, seems to have made little 
impression on either, though backed up by Cliffe Leslie in 
Frazer's Magazine, July, 1868. "When Mill in 1869 gave 
up to Thornton what he had refused to Mr. Longe, he 
seems to have been biassed by a desire to do justice on 
himself for his previous persistence in error. In any case, 
he hardly states the theory in its best form ; * and later 
writers have too often been content to abuse the ancestors 
whom they could not disown. No doubt, the theory of a 
wages fund was open to criticism. The language of its 
adherents too often implied that we could treat industry 
as an arrested process, as if the " normal rate " were one 
that actually existed, and not simply a rate towards which 
there is a tendency, and divergences from which cause a 
reaction.! The utmost Ave could have said on the prem- 
ises would have been that at any given time, etc., there is a 
tendency that wages sliould be a certain amount. We 
cannot, I think, safely use such a word as "predeter- 
mined" (the phrase of Mill in his apostasy) unless (a) 
in the sense of "intended," — intended, namely, by the 
employer to be just enough to allow profits to accrue to 
him, if his calculations of the market turned out right, — 
or else (5) in the sense of " fixed for the employer before- 
hand" by cause beyond his own control, as much as (and 
no more than) the amount he paj's for his machinery and 
materials, — the latter notoriously variable in a large num- 
ber of cases. The meaning of the theorists seems to have 
been that an increase in the employer's cost in wages 
(and they ought to have added in anything else) at any 
given time would have reduced his profits, perhaps to 
zero. They held with RicardoJ that the rate of profits 

* Contrary to his Logic, VI. "vii. 470 (§ 1). 
t Cf. Loria, Propriety Capitalista, p. 23;!. 

t E.g., Political Economy and Taxation, p. 37. So Loria, Froprietii Capi- 
talista, i. pp. 147, 150, etc. 
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tends to be equal, and by the usual (but somewhat dan- 
gerous) economic abstraction may be said to he equal. 
This doctrine, for which Mill substituted his more care- 
ful one of equal expectations of profit,* is of very doubtful 
truth. A list of the diyidends of different companies in 
the same line of business (say breweries f) brings out wide 
differences in rate of profits. Now, a general increase of 
wages would extinguish the profits only of the businesses 
that were least profitable, and the profitableness to the 
other employers of their worst hands, which is no more 
than would be true of a general increase in the price of 
any materials (say coal) that are universally used. In our 
time it is more likely that the effect of the greater wages 
will be to stimulate the surviving producers to economize 
elsewhere and extend their sales, than that lessened prof- 
its will reduce production and raise prices. 

We must remember, too, that, especially in the skilled 
trades, every fresh increase of wages is a bait to invention. 
It becomes worth the employer's while to introduce ex- 
pensive machinery. At the same cost as the hand labor, 
or at a slightly lower, it gives him the twofold advantage 
of securing himself against strikes and of increasing 
the number of competitors for employment generally. 
An attempt has recently been made to elicit a complete 
general theory of wages from this connection between 
wages and machinery.^ Cheap machinery is to mean low 
wages, dear machinery high. And no doubt, wherever 
there is machinery, there is a tacit or open competition 
with labor. Puddlers' wages are kept up by the compar- 
ative failure of mechanical puddling. On a Northumber- 
land farm, twenty years ago (Mr. Kebbel tells us §), 

* Political Economy, II. xv. § 4. 

"t E.g., in May, 1890, the dividends from English breweries varied from 
about 12 per cent, to 37 per cent. 

tMr. Stuart Wood, Quarterly Journal of Economics, October, 1888, 
July, 1889. 

§ Agricultural Laborer (1870), p. 7. 
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shearers were so cheap and abundant that no reaping 
machine was needed. Where the labor of women and 
children has been restricted, invention has come in* to 
help employers to avoid recurrence to dearer labor, — 
just as it multiplied windmills in Europe after the dis- 
appearance of slavery. The factory system lengthened 
the hours of labor, largely because machinery with its 
unwearied powers of endurance was allowed to "set the 
pace " for human beings, whose powers are sharply lim- 
ited. The old-fashioned optimistic view that machinery 
employed more than it superseded was in conflict with 
the intention of the inventors, to dispense with labor; 
but the avowed hostility, the action and reaction of inven- 
tion and hand labor, is not enough to explain all the facts. 
The old view could appeal to the effects of steam-engine, 
power-loom, and printing-press ; and it is clear there is a 
great body of causes to be taken into account, which may 
raise wages in spite of inventions and lower them in spite 
of the absence of invention. 

But it was for unskilled rather than skilled labor that 
the theory of a wages fund was first formulated ; and it 
seemed to fit tlie facts of agricultural labor best of all.f 
Inasmuch as (and, we should add, so far as) it was un- 
skilled, the labor seemed most nearly to resemble an ordi- 
nary commodity, identical in type wherever found. The 
theory of a wages fund began, as all theoretical economics 
must do, with certain assumptions. It assumed that all 
labor was unskilled, fluid, and mobile, and that wages are 
at a minimum necessary to employ all on the field, the 
total offered being divided by the number of recipients. 
It does not necessarily assume that the laborers increase 

* E.g., the driving-reins in place of plough-children. Kebbel, p. 17. For 
the whole subject, see Marx, Das Kapital, p. 449, " Kampf zwischen Arbeiter 
und Maschine." 

tSee, e.g., the remarkable case in Kebbel, p. 211, note, where improved 
cultivation led to an exactly proportional increase in employment. 
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their numbers till the average wages are at a minimum 
necessary for supporting life. John Mill, long before his 
adhesion to Thornton, was of opinion that by restricting 
their numbers the laborers could get more than this min- 
imum. All employers, again, were supposed to be in per- 
fect competition and making a uniform profit, just enough 
to make it worth their while to go on. The theorists would 
have been on safer ground if they had confined themselves 
to the statement that wages are advanced out of capital. 
Even this proposition has no doubt been vigorously at- 
tacked. President Walker says that, though "financially" 
wages are advanced out of capital, " industrially " they 
are paid out of product. But the payment is more than a 
question of finance. It is goods that are advanced, not 
a title to future goods. Apart from the exactness of the 
limitation, the statement that " wages depend on the pro- 
portion " of the numbers of laborers to the capital devoted 
to wages seems to contain some truth. If the "capital 
devoted " is not supposed to be rigidly fixed, and if the 
statement is made to run in the more general terms of the 
older economists ( Adam Smith and Ricardo), " labor is 
limited by capital," it represents not a falsehood, but a 
truism. 

The burning question is not as to the existence, but as 
to the extent of the limitation. From the nature of the 
relation of wages-earner and. employer, wages are limited 
by capital, whether labor is so or not. A wages-earner is 
precisely a " lack-capital " who applies to a capitalist em- 
ployer or an employer with capital. He may be building 
a ship that will not bring its price for a year, while he 
cannot wait, perhaps, even for a week. Agricultural pro- 
duction will always mean a year's waiting; and the farmer 
has to feed not only his laborers, but himself, out of " cap- 
ital," out of last year's produce, not this year's. In coun- 
tries like our own, production tends to be more and more 
commonly of the sort that means long waiting. Some- 
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body's capital must be advanced to the laborer; and, if 
the shop-keeper advances his food day by day, his em- 
ployer advances him every week or fortnight his means 
of paying the shop-keeper.* Because these advances are 
previous product, they are not the less capital : capital is 
previous product used to secure future. 

The truth in the theory of a wages fund seems to be that 
one limit of wages is the capital in the hands of the em- 
ployer. But the amount of the capital expendible in 
wages, even supposing it fixed and known in conjunction 
with the number of laborers and with the condition and 
character of the industry concerned, will not help us to 
forecast very clearly what wages will tend to be. The 
employer may advance less than is "just worth his while" : 
there is a margin within whicli wages may vary favorably 
or unfavorably to the laborer. Is the variation favorable 
to him in proportion to the productiveness of his labor? 
Is he paid according to his product ? 

Now, it is difficult to pronounce (1) what his product 
is, (2) what his share in the value of it is, — the employer, 
who regards the markets and sells the goods, having 
quite as sound a claim to having secured the value of it as 
he. It is not, I think, certain that " under free competi- 
tion every man's wages tend to be equal to the discounted 
value of his labor," or (as it is otherwise put) " to the 
present value of his future product." I cannot even see 
that competition tends to make every man's wages " equal 
to the net product of his own labor " ; f i.e., to the value 
of the product " after deducting all the other expenses of 
working." An employer whose capital is borrowed would 
on this theory gain nothing at all by the work of his 

* So even Walker, Wages Question., p. 133. 

tMarsliall, Economics of Industry, pp. 133, 134, and Principles of Economics, 
Book VII. chap. i. p. 547. So Jevons, Political Economy, viii. 2G8 (3d edi- 
tion). I regret that this paper was written before the appearance of Pro- 
fessor Marshall's Principles. 
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laborers; and, even if we suppose the theory to apply 
only to the last or " marginal " laborer, it is not at least 
the employer's intention, and could not be his permanent 
policy, to allow even the last employed to be quite un- 
profitable to him. But in any case we should need to 
know, more certainly than we do now, what the work- 
man's share in producing the product is, before we could 
say that he gets or tends to get its present equivalent. It 
is precisely the difficulty of allocating the shares that 
helps to make the relation of wages-earner and employer 
always unsatisfactory. If coals or steam-engines were to 
become rational animals, the same difficulty would be felt 
in their case. The productiveness of labor assisted by 
capital is very different from the productiveness of it un 
assisted.* 

The difficulty does not disappear, if we try to measure 
the services of the laborers by the difference in the prod- 
uct that is caused by the addition of one of them to the 
number working. This gives us, no doubt, the total 
amount which is the limit of his possible claim. But 
how much of that total is his and how much falls to 
the instrument, or, " to what is the same thing," the owner 
of the instrument? If the hammer and anvil are both 
owned by one man who uses them, the question how much 
the anvil and how much the hammer contributes to the 
product is indifferent; but not so, when the anvil and 
hammer have different owners, or are identified with dif- 
ferent persons. And the new increment of production 
brought by each new workman involves the same compos- 
iteness and difficulty as the first unit of all. 

There is no reason for attributing all the increase to the 
laborer ; but, in any case, the claim of the workman to the 
" full product of the day's labor " (of which, according to 

*See Mr. Mavor's paper on Wage Statistics and Theories, British Associa- 
tion, 1888, as republished (Edinburgh), p. 8. Cf. Komorzinsky, Werthinder 
isolirten Wirthschaft (188il), pp. 9, 15, 16. 
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some theorists, he is at present defrauded, when profit is 
made at all) is really a claim that he should cease to be a 
wages-earner and become proprietor and owner. It is well 
that we should clearly recognize this, in order inter alia 
that we may consider whether a simple change of proprie- 
tors would remedy the defects of the present industrial ar- 
rangements. But the claim would not be so often put 
forward unless, as a matter of fact, increased wages did not 
seem to follow increased productiveness without stren- 
uous endeavor on the part of the workman. In the days 
before the repeal of the Combination Acts the movement 
was even tardier than it is now.* The relation of con- 
tract or bargain between employer and hired workman is, 
I think, inconsistent with anything like a self-acting cor- 
respondence between productiveness and wages. f "iw 
the original state of things " the reward of labor may have 
been identical with the produce of labor ; but it is not so 
now, when everything has an owner. 

Again, under division of labor, unless an increase in 
productiveness extended to all branches of prodiiction, it 
might lead to a fall in value, and real wages would be in- 
creased only in so far as the article produced by the work- 
man was also consumed by the workman, which it can 
seldom be. If it extended to all, real wages would be in- 
creased only if workmen were strong enough (as they 
have on the whole been, in this country) to prevent them 
from falling. Wages remained high for some time in the 
United States, because the laborer had still in some true 
sense " free land " open to him, and could choose between 

*See Appendix to Senior's Letters on Factory Acts (1837), p. 31 ; P. Gas- 
kell. Manufacturing Population of England (1833), p. 53. Profits were extrava- 
gantly high in the early years of the cotton trade. 

t By Walker's principles, the correspondence should he automatic. 
" Wages are paid out of the product of present industry." Walker, Wages 
Question, p. 128. Three out of the four factors are fixed. Wages are not fixed, 
and are the only factor increasahle. Walker, Quarterly Journal of Eco- 
nomics, April, 1888, pp. 284, 283. 
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working for the wages and working on tlie land.* The 
same option exists in the country districts near manii- 
factixring towns f and near great centres of fishery. But, 
while production is greater in England and in the United 
States now than it ever was, it is doubtful whether even 
in the latter country profits and wages have kept pace 
with one another. President Walker's theory has sufficient 
presumptions against it to prevent any one using it (as 
the theory of a wages fund was once used J) to deter work- 
men from taking action for themselves. Something be- 
sides productiveness is necessary to secure them the high- 
est wages their employers can bear. On the other 
hand, this disability is not peculiar to President Walker's 
theory. JVo ffeneral theory could be an absolute rule in a 
particular case. It is only where national or international 
combined action is in question that a general theory would 
be applicable, for such combined action has the same gen- 
erality as the theory. It may be idle to tell one particular 
group of workmen that their wages depend on their effi- 
ciency, but not at all idle to address the same exhortation 
to the whole body of workmen acting together. The 
special difficult}' of Walker's theory is rather its apparent 
inversion of the relationship of employer and employed, 
and the contention that wages are the leavings of profits, 
in face of the fact that wages are stipulated and advanced, 
and are, like interest on borrowed capital, set down among 
the expenses to be met before any profits are made. The 
existence of piece-work and of the sliding scale would of 
itself show that ordinary wage-earning is not supposed to 
be in accord with the productiveness of work. Tliey are 

* As well as making something out of it by speculation. See J. B. Clark, 
t^rientific Law of Wages, p. 42. 

t Dorset laborers were imported into Lancashire some years ago by a land- 
owner who found local laborers too dear. 

{See tlie Workingman' s Companion ; Results of MacMrury, etc. Published 
for tlie Society for the Diffusion of Useful Knowledge (18:i]), jd. 197. 
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intended to create a correspondence between the two, the 
former chiefly in the employer's interests, the latter chiefly 
in the workman's. Piece-workers may seem to be hardly 
wages-earners at all, by the above definition of wages- 
earners: they are paid by results, not by their labor in 
producing them. But piece-work usually runs side by 
side with time-work, and is regulated by a regard to its 
rates ; * the price of what is made is fixed beforehand, as 
with ordinary wages; the material and machinery are 
usually the employer's ; the laborer is not free to choose 
his own time for working ; and it is the employer who 
profits by the final sale of the article. The lowest form 
of piece-work, usually called sweating, need not here be 
considered, nor the higher, such as is involved in profit- 
sharing. The allocation of the workman's contribution 
to the product is in all these cases as difficult to make as 
it ever was, and the actual allocation as arbitrary. The 
sliding scale,! which makes the rate of wages to vary with 
the price of the article made, suffers under a difficulty 
common to it with piece-work, which, of course, it may in- 
clude: we should need to know in advance what is the 
real contribution of the workman to the product. Other- 
wise, though variation may be right, the unit of it may be 
wrong. 

The leading part which wages (in spite of inventions) 
still plays among the items of Cost, in leading industries,^ 
makes it the more desirable to strive after a settlement of 
such difficulties. If workmen shared in the ownership 
and direction of a business instead of simply "laboring," 
in the narrow sense of the term, there would be better 

*See the Worth of Waijes, by William Denny (187G), an able plea for piece- 
work by one of the great Clyde ship-builders. But compare also Life of 
William De.nnij (London, 1888), pp. 113-12!), which records the change of his 
opinion on this question. 

tSee L. L. Price, Statistical Journal, March, 1887. 

X See Appendix. 
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hope. But our -workmen are not ripe for this; and, in 
things as they are, it seems to be true that wages, though 
limited by the productiveness of labor, do not vary in any 
strict proportion with it. 

Even such a view as that of Jevons does not seem to be 
true of things as they are, or as tlrey seem tending to be. 
The theory of final utility (associated in England with 
Jevons) is not applied in quite the same way to labor as 
to goods. We have to invert the relations of employer 
and employed, and to suppose the workman calling in the 
help of capital * and rewarding it in proportion to its final 
increment, or the portion which it is just worth his while 
to use. We may suppose that the laborer, if highly skilled, 
is one of a comparatively small class, and by his compara- 
tive rarity is less dependent on the capitalist ; and there- 
fore to him the successive increments of capital become 
speedily less valuable or indispensable, whereas to the less 
skilled workman they are more so, and to the unskilled 
almost the whole would be indispensable. To put this 
otherwise, the skilled workman will reach the point where 
he thinks his exertions greater than his gains much sooner 
than the unskilled, and his reward must be proportionally 
greater if he is to be induced to work as hard and long as 
the latter. But introduce the employer, with whom, and 
not with the capitalist, wages-earners have really to deal. 
The employer wishes to employ as many as will profit 
him: he goes on adding to his list in proportion to his 
need of the workmen. The wages of the skilled and good 
men will be high, because he can make much of them and 
they are not in such keen need of him : the wages of the 
unskilled and worse workmen will be low for a like rea- 
son. But, as all admit, the point at which he will stop is 
relative to the total of his payments, and determined by 

* E.g., Jevons (3d ed.), pp. 219, 220 ; Sidgwick (1st ed.), p. .322. It is as mneh 
an inversion as to speak of the capitalist hiring a borrower ; and it requires ns to 
abstract from the interposition of the employer. 
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what he has to give to the men at the top as well as to the 
men at the bottom ; and what he has to give to either will 
depend partly on their strength of resistance to him. The 
final utility of his borrowed capital will thus depend partly 
on the wages he needs to pay, as a total, for the completion 
of his total product. It is thus partly a result of the 
general causes already considered; and it is the formula 
of " supply and demand " that helps us here. The several 
resources of the various parties in conjunction with their 
desires will determine the final utility of the borrowed 
capital and of the services of the laborers. 

It is peculiarly difficult to apply the principle of final 
utility in this case, because labor, under present conditions, 
is not, and is not tending to become, a minutely divisible 
quantity, and the employment of workmen cannot be ex- 
tended or diminished by minute increments. Trades soci- 
eties prescribe rules as to the minimum as well as the 
maximum time of employment and the amount of wages. 
In the skilled trades (and even, as we have been lately 
finding, in some unskilled) an employer, in face of these 
rules, dares not employ the worst hands at a low rate for a 
short time, according to the final utility of their services 
to him. He will leave them unemployed, to be supported 
by their societies or by the public. Similarly, a strike may 
often be described as a demand that the workmen shall be 
rated as a whole, and not by the services of the marginal 
laborer.* The good workmen will be employed where the 
bad will not be so ; but the employer cannot measure out 
the degrees of employment and remuneration as if he were 
buying coals or cotton, or borrowing capital, and could 
stop or begin just where he chose. Of course, this does 
not mean that a regard to final utility is less operative 
here than elsewhere, but simply that the quantities of the 
useful article (not, of course, the laborer, but the laborer's 
service^') do not vary by infinitesiuial increments and dec- 

* Wieser, Der natUrliche Wert!i, p. 206. 
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rements, but by leaps and bounds. It is one of tbe cases 
treated by Jevons, where he deals with goods indivisible 
exchanged for goods divisible, — for example, ink that is 
exchanged not drop by drop, but by the bottle, for money, 
that is indefinitely divisible ; * or it is like the case of the 
horses, the favorite Austrian illustration of value in ex- 
change. Whether the divisible or the indivisible goods 
should be taken as typical for the general theory of value 
in exchange need not be discussed here ; but in the pres- 
ent case indivisibility has always prevailed more or less 
by custom, and seems likely to prevail more and more 
in the future, as the power of trades-unions will grow 
greater. Our economic theories must take account of this 
probability, for combined action is essential to the work- 
men's independence. Exceptionally gifted men will always 
be able to stand alone, but the great majority will always 
be helpless when not united. It is, however, only by 
individual treatment that anything approaching the fine 
adjustment of quantity to utility could be secured by the 
employer; and it is only in unorganized trades that he 
would now have so free a hand. Elsewhere, the bargain 
is between employers and groups of workmen : we might 
even say (since companies and trusts are displacing private 
employers) that it would soon be between groups of em- 
ployers and groups of workmen. f 

These difficulties, which were clearly recognized by 
Jevons $ in his book on the State in Relation to Labor 
(1882), p. 153 seq., seem to modify the normal appli- 
cation, though they do not overthrow the essential prin- 
ciple of what we may call the Final Utilitarian Theory of 
Wages. Generally speaking, it is to be ranked with the 

''Political Economy (3d ed.), iv. 122 seq., especially 125. 

t See Standard (London), 23 August, 1890. 

{As well as by Professor Edgeworth, Mathematical Psychics (1881), pp. 
40, !)G, 13fi. 
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theories that wages depend on productiveness ; and it 
should be tried by the saine tests. 

There is another aspect of the case to be considered. 
Since production involves a value ^vithin a value, goods 
used to produce other goods, is the value of the produced 
article determined by the value of the means of produc- 
tion, including labor ? Does value depend upon cost ? 

The old theory of llicardo and his immediate follow- 
ers was that the value does depend upon cost ; and along 
with this lias sometimes gone the view that the wages 
of labor itself depend upon the cost of labor, — the cost 
of its production. Normal wages would then depend on 
the cost price of labor, as normal prices of goods would 
depend on their cost prices. This is what Ricardo meant 
when he spoke of the " natural rate " of wages, and the 
followers of Lassalle and Marx when they spoke of a 
law of brazen necessity fixing the rate of wages at what 
is just enough to support and continue the race of labor- 
ers. There is more flexibility here than would appear 
ou the surfiice, for the minimum is described as what 
will support and continue the race of laborers at the 
standard of living usual to them. If that standard rises, 
as the theorists admit that it can do, the cost of labor 
increases, the wages of labor rise. Hence a recent 
writer * in almost so many words describes the raising of 
the standard as the only way of raising wages. We are 
letl at once to ask how the standard is to be raised if 
the Avages themselves are not raised first., and next how 
the standard can be kept up if the supply of laborers is 
not kept back. There is, I think, no justification for 
treating this one element in the problem as if it were 
the only one, even if we do not say with Senior f that, 
where the laborer is paid, not according to his value, 
but according to his wants, he is no free man. But, 

*Mr. Gimtoii. t Rate of Wagen, Preface, x. 
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apart from the particular case, the general theory that 
value depends upon cost is of very doubtful accuracy. 
In the first place (1) it has never from the first professed 
to be exhaustively true of all that is exchanged in the 
market. No one, of course, can complain that it was 
never exactly true of any particular article at any jiartic- 
ular moment. It was a doctrine of tendencies, and as 
such must be judged. But, even as a doctrine of tenden- 
cies, it was admitted by Ricardo himself to have no ap- 
plication («) to articles savouring of monopoly, nor even 
(6) to all articles freely produced, the exceptions there 
being all those large classes of goods that involve much 
investment of capital in other forms than in wages. 
Later writers have pointed out, too, that, as the Ricardian 
supposition of uniform profits was unfounded, the sup- 
position of uniform cost was equally so.* The tendency, 
therefore, of goods freely produced must be to conform in 
value, not to any and every cost, but to the cost of pro- 
duction on the part of that particular body of producers 
whose supply is (a) wanted, but (5) furnished with 
greatest difficulty and needing largest return to induce 
production at all. This would be a restatement f of the 
old doctrine of cost that would bring it into close analogy 
with the old theory of rent. But the cause of value 
appears even from the foregoing statement to be not 
that the wanted supply is costly, but that the costly 
supply is wanted. If the deciding feature in all other 
cases of value is the relation of demanders and suppliers, 
why shoiild we create an exceptional rule for freely pro- 
ducible goods? 

We should expect to find this resistance to a dual 

* Ricardo, in his additional assumption that demand may be taken for 
granted, is bnildincr on the dogma that human desires (for material goods) 
are as a totality unlimited, which is not at all a certainty. 

t One sometimes adopted by Mill himself ; e.g., Dissertations and Discus- 
sions, iv. 20. 
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explanation in the chief of the English school of what 
may be called Final Utilitarians. Jevons seems to settle 
the question when he lays down somewhat absolutely 
that "labor once spent has no influence upon the future 
value of any article."* But, immediately after this, he 
lands us, by means of an inexorable sorites, in the conclu- 
sion that cost of production (which the context shows 
him to identify with labor) does determine value ; for it 
determines supply, and supply determines final degree of 
utility, and final utility determines value. f It would 
seem, then, that labor has an influence on value, after all. 
We may save Jevons's consistency by supposing that by 
"spent labor" (which is said never to enter into value) he 
meant the labor of a process of production so completely 
over that the article has passed from the maker's hands 
and is now a consumable article with a new career before 
it, whereas the labor that has an influence on value is the 
labor in a process of production contemplated, but not yet 
ended. It is the wages the employer is going to pay that 
influence his power to contribute to the total supply of 
articles in the market, and thereby influence his contribu- 
tion to the value of the articles in question. This 
seems to me the only sense in which cost in wages has 
an influence on value. The amount of wages the em- 
ployer will have to pay will be among the factors of 
his calculation which make it possible or impossible for 
him to see profit in the production, as prices then are. 
As an employer, he can or cannot face the cost in wages, 
as in anything else, according as the value of the product 
makes it possible or impossible for him to do so without 
loss. As a producer, he contributes to the supply, and 
thereby affects future value. If the present value were 
to rise, he would be able to increase his cost in wages; 

* Political Economy (3d etl., 1888), p. 1(34. 

t Ibid, p. I(i5. He would himself allow that supply alone does not deter- 
mine final utility. What of demand ? 
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and the present value of the labor must therefore be deter- 
mined by the present value of the produce, or rather by 
the employer's ^resew^ anticipation of the value of the prod- 
uce. But the value affected by his own production, and 
therefore indirectly by his cost (in wages and otherwise), 
is this future value itself, which may or may not prove to 
be what he anticipated. If his products added to the rest 
lower this value, the lowered value becomes a new start- 
ing-point for his calculations.* 

The calculations of an employer were supposed by 
Senior f to be so finely drawn that to shorten the working 
day by one hour would just extinguish his profits. But 
even English employers are not infallible judges of the 
point where labor ceases to be productive, and where the 
laborers in their exhaustion waste more than they make.J 
There is a "law" of decreasing returns even for a work- 
ing day ; and the last work of a man may not only be more 
exhausting, but less productive to his employer, than his 
first. Within what number of hours the maximum of 
profitable intensity can be secured is not discoverable, 
except by actual experiment. The value of the article 
produced will, in any case, not depend on the calculations. 
Cost, whether in wages or otherwise, is not properly a 
cause, or at least a direct cause, of price at all. It is an 
element in the producer's power and will to produce and 
bring to market ; but in the market the labor spent is of 
no concern to the buyers : their only question is, What nup- 

* Compare the calculations of a parent about the best career for his chil- 
dren, — calculations based on the rates of wages prevailing in his own time and 
sometimes falsified by the future. Marshall, Principles of Economics, p. 601. 
The principle is not peculiar to labor. The ground-rents of a landlord depend 
on the amount of the rack-rents (for houses) as estimated by the builders who 
will have to pay the said ground-rents. (C. H. Sargant, Urban Bating, Lon- 
don, 1890, p. 31.) 

t Letters on the Factory Act. 

X See Commission on Depression of Trade (188G), evidence of Mr. Scott, ship- 
builder, who reduced his French workers' hours from 12 to 10, " and found it 
was advantageous, so far as I was concerned," 11035. 
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pli/ of goods is there? If too many for the demand, there 
results overproduction, which is itself a sad proof that 
market values at least are not determined by cost. If 
too few for the demand, the price will rise ; and, unless it 
rises permanently, it will not, as a rule, bring a larger sup- 
ply, for the producer cannot calculate that he may incur 
greater cost without loss. Cost is thus a remote cause 
of value, as affecting supply ; but in the same sense edu- 
cation is a cause of value, as aifecting demand. Both of 
them are particular and peculiar circumstances, which can- 
not be co-ordinated with the most general and invariable 
causes. 

When it is said that " disutility," in the sense of cost, is 
as real and important an element in value as utility itself, 
I think the statement true, if it means only that value 
always implies not only a desire, but a limit to the power 
of satisfaction. If there were no limit, no difficulty in 
attaining any useful article, it could have no value. In 
this sense, it seems certainly true that cost and utility are 
co-ordinate and complementary elements in valvie. But 
cost is not usually understood in so wide a sense ; and, if 
the meaning is that not merely the limit, but the need of 
removing it by effort is essential to value, this is not uni- 
versally true. The inability to multiply a desired article 
may be quite irremovable by any effort or agency what- 
ever. Even in the case of things "freely produced," it is 
not literally true of market values or directly true of the 
normal values, — that is, those to which the market values 
are tending, when time is given for action and reaction to 
have their perfect work. 

The laborers who had borne the burden and heat of the 
day in the vineyard thought that their greater labor should 
have won them a greater recompense than the penny paid 
to them equally with him who was hired at the last hour. 
But, to get the work over, it was worth the employer's 
while to pay " unto this last " even as unto them ; and the 
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hiring was a matter of pure contract on both sides. The 
early workmen considered that the value of labor should 
be strictly in proportion to the pain of it. But to the em- 
ployer labor has a value that is not concerned with the 
workman's pleasure and pain, except in so far as either 
may affect the quality of the work that is done for him. 
If it were all pleasure to the laborers, he would, notwith- 
standing, have to pay them for their services, if these were 
as difficult for him to get as before. Something like this 
is true, mutatis mutandis, even of goods freely produced. 
The relation between cost and value through supply is 
indeed so familiar that it would be pedantry to give up all 
phrases that do not give the necessary qualifications, just 
as it would be pedantry to give up speaking of the sun's 
rising and setting. But it is the earth that moves, for all 
that. 

The conclusions that seem to follow as a result of the 
whole discussion are that by general principles we can do 
no more than lay down certain limits, physical and moral, 
within which wages will be fixed, (a) The employer's 
power to pay wages is limited physically by the capital, 
owned or borrowed, at his disposal for that purpose. 
(5) His will to pay them is limited by his calculations of 
the value of the product: wages must not be more than 
the anticipated value, or even be equal to it. On their 
part, the employed cannot (a) take less than will secure 
the physical minimum necessary to bai'e life, and (5) will 
not take less than will secure the conventional standard of 
necessaries among workmen in their particular country; 
and (c) their power to secure more than this will depend 
on their resources and power of waiting (wliether due to 
combination, savings, free land, or any other form of 
option), in comparison with the resources of the em- 
ployers. 

Jamks Bonab. 



